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OATH OR AFVIRMATION

Brian Shea and David Hopkins
swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

PERSHING LLC as

of oecemberiL 2011 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has
any proprietary interest in any account

classified solely as that of customcr

and that the financial statements and supplemental information of the Company are made available to all of the Companys members

and allied members of the New York Stock Exchanqe Inc __________________________________________

447-
Signature

SAL RAIMI

NOTARY PUBLIC OF NEW JERSEY

My Commission Eea Feb 2016
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KPMG LLP

345 Park Avenue

New York NY 10154

Report of Independent Registered Public Accounting Firm

The Board of Managers and

Member of Pershing LLC

We have audited the accompanying statement of financial condition of Pershing LLC the Company as of

December 31 2011 that is filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 This

financial statement is the responsibility of the Companys management Our responsibility is to express an

opinion on this financial statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes

consideration of internal control over financial reporting as basis for designing audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control over financial reporting Accordingly we express no such opinion An

audit of statement of financial condition also includes examining on test basis evidence supporting the

amounts and disclosures in that statement of financial condition assessing the accounting principles used

and significant estimates made by management as well as evaluating the overall statement of financial

condition presentation We believe that our audit of the statement of financial condition provides

reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Pershing LLC as of December 31 2011 in conformity with

U.S generally accepted accounting principles

LCP

February 28 2012

KPMG LLP Is Delaware limited liabilily partnership

the U.S membeq firm of KPMO lnlevnational Cooperative

KPMG InternationalS Swiss entity



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Statement of Financial Condition

December 31 2011

Dollars in millions

Assets

Cash and cash equivalents
244

Cash and securities segregated for regulatory purposes 4454

Financial instruments owned at fair value 216

Collateralized financing agreements

Securities borrowed 3459

Securities purchased under agreements to resell 425

Receivables

Customers 8674

Broker-dealers and clearing organizations 3712

Affiliates 199

Loans to affiliates 50

Intangible assets 38

Other assets 337

Total assets 21808

Liabilities and Members Equity

Liabilities

Drafts payable 362

Collateralized financing agreements

Securities sold under agreements to repurchase 2569

Securities loaned 1583

Payables

Customers 11578

Broker-dealers and clearing organizations 1648

Affiliates 177

Bank loans payable 1550

Financial instruments sold but not yet purchased at fair value 188

Accounts payable accrued expenses and other 253

Total liabilities 19908

Members contributions 663

Accumulated earnings 1237

Total members equity 1900

Total liabilities and members equity 21808

See accompanying notes to statement of financial condition



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 312011

Organization and Description of Business

Pershing LLC the Company is single member Delaware Limited Liability Company and wholly

owned subsidiary of Pershing Group LLC the Parent which is wholly owned subsidiary of The Bank of

New York Mellon Corporation BNY Mellon

The Company is registered as securities broker-dealer with the Securities and Exchange Commission

SEC authorized to engage in fully disclosed and omnibus clearing sales and trading and brokerage

services The Company is member of the New York Stock Exchange Inc NYSE Financial Industry

Regulatory Authority F1NRA Chicago Board of Options Exchange Inc and other regional exchanges

Summary of Significant Accounting Policies

The Companys financial statements are prepared in accordance with accounting principles generally

accepted in the United States of America which require the use of managements best judgment and

estimates Estimates and assumptions that affect the reported amounts in the financial statements and

accompanying notes may vary from actual results

Cash and Cash Equivalents

The Company defines cash and cash equivalents as highly liquid investments with original maturities

of three months or less

Collateralized Financing Agreements

Securities sold under agreements to repurchase repurchase agreements and securities purchased

under agreements to resell resale agreements are treated as financing arrangements and are carried

at their contract amount the amount at which they will subsequently be resold or repurchased plus

related accrued interest Repurchase and resale agreements are typically collateralized by cash or

government and government agency securities and generally have terms from overnight up to three

months The Company nets repurchase agreements and resale agreements in the statement of

financial condition in accordance with Accounting Standards Codification AS 210-20 Offsetting

of Amounts Related to Certain Repurchase and Reverse Repurchase Agreements The impact of

netting as of December 31 2011 was $97.7 million

Securities borrowed and securities loaned are financing arrangements that are recorded at the amount

of cash collateral advanced or received For securities borrowed the Company deposits cash letters

of credit or other collateral with the lender For securities loaned the Company receives cash

collateral that typically exceeds the market value of securities loaned

It is the Companys policy to take possession of the underlying collateral monitor its market value

relative to the amounts due under the agreements and when necessary require prompt transfer of

additional collateral or reduction in the loan balance in order to maintain contractual margin

protection In the event of counterparty default the financing agreement provides the Company with

the right to liquidate the collateral held



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Receivables from and Payables to Broker-Dealers and Clearing Organizations

Receivables from brokers dealers and clearing organizations include amounts receivable for

securities not delivered by the Company to purchaser by the settlement date fails to deliver and

the Companys introducing brokers margin loans Payables to brokers dealers and clearing

organizations include amounts payable for securities not received by the Company from seller by

the settlement date fails to receive clearing deposits from introducing brokers commissions and

amounts payable to the Companys introducing brokers

Fair Value of Financial Instruments Owned

ASC 820 Fair Value Measurement and Disclosures defines fair value establishes framework for

measuring fair value and requires enhanced disclosures about fair value measurements ASC 820

defines fair value as the price that would be received to sell an asset and paid to transfer liability

in an ordinary transaction between market participants at the measurement date Under ASC 820

fair value is generally based on quoted market prices If quoted market prices are not available fair

value is determined based on other relevant factors including price activity for equivalent

instruments and valuation pricing models See note to statement of financial condition for

disclosures with respect to ASC 820

Financial instruments owned and financial instruments sold not yet purchased are stated at fair

value

FixedAssets and Intangibles

Fixed assets are recorded at cost net of accumulated depreciation and amortization Depreciation is

recorded on straight-line basis over the useful lives of the related assets generally two to five

years Leasehold improvements are amortized on straight-line basis over the lesser of the term of

the lease or 10 years For internal-use computer software the Company capitalizes qualifying costs

incurred during the application development stage The resulting asset is amortized using the

straight-line method over the expected life which is generally five years All other non-qualifying

costs incurred in connection with an internal-use software projects are expensed as incurred

Identifiable intangible assets are amortized on straight-line basis over their estimated useful life

which is 15
years

from the date of acquisition and are assessed annually for impairment indicators

pursuant to the provision of ASC 350 Intangibles Goodwill and Other and ASC 360 Property

Plant Equipment

09 Customer Transactions

Receivables from and payables to customers include amounts due on cash and margin transactions

Securities owned by customers are held as collateral for receivables Customer securities transactions

are recorded on settlement date basis which is generally three business days after trade date

Securities owned by customers including those that collateralize margin or other similar

transactions are not reflected in the statement of financial condition



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Restricted Stock Units

During the year BNY Mellon issued restricted stock to employees including certain Company

employees The Company accounts for this plan in accordance with ASC 718 Compensation Stock

Compensation and accordingly compensation cost is measured at the grant date based on the value

of the award and is recognized over the vesting period

Ii Income Taxes

For U.S federal state and local income tax purposes the Company has elected to be treated as

separate taxable entity The Company is included in the consolidated federal and combined state and

local income returns filed by BNY Mellon In addition the Company files stand-alone tax returns in

certain states including New Jersey Income taxes are calculated using the modified separate return

method and the amount of current tax expense or benefit calculated is either remitted to or received

from BNY Mellon pursuant to tax sharing agreement between BNY Mellon and the Company
The Company accounts for income taxes in accordance with FASB ASC 740 Income Taxes which

requires the recognition of tax benefit or expenses on the temporary differences between the

financial reporting and the tax basis of the assets and liabilities If appropriate deferred tax assets are

adjusted by valuation allowance which reflects expectations of the extent to which such assets will

be realized

In accordance with ASC 740 the Company recognizes the effect of the income tax positions only if

those positions are more likely than not of being sustained tax position that fails to meet

more-likely-than-not recognition threshold will result in either reduction of the current or deferred

tax assets and/or recording of current or deferred tax liabilities

Financial Instruments

ASC 820 applies to all financial instruments that are being measured and reported on fair value basis

This includes those items currently reported in fmancial instruments owned at fair value and financial

instruments sold not yet purchased at fair value on the statement of financial condition

As defined in ASC 820 fair value is the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants at the measurement date In determining fair

value the Company uses various methods including market and income approaches Based on these

approaches the Company utilizes certain assumptions that market participants would use in pricing the

asset or liability The Company utilizes valuation techniques that maximize the use of observable inputs

and minimize the use of unobservable inputs Based on the observability of the inputs used in the valuation

techniques the Company is required to provide the following information according to the fair value

hierarchy The fair value hierarchy ranks the quality and reliability of the information used to determine

fair values Financial instrument assets and liabilities carried at fair value have been classified and

disclosed in one of the following three categories

Level Quoted market prices in active markets for identical assets or liabilities



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Level Observable market based inputs or unobservable inputs that are corroborated by market data

Level Unobservable inputs that are not corroborated by market data

Level primarily consists of financial instruments whose value is based on quoted market prices such as

listed equities U.S government debt and agency and preferred stock

Level includes those financial instruments that are valued using models or other valuation methodologies

calibrated to observable market inputs These models are primarily industry-standard models that consider

various assumptions including discount margins credit spreads discounted anticipated cash flows the

terms and liquidity of the instrument the fmancial condition operating results and credit ratings of the

issuer or underlying company the quoted market price of publicly traded securities with similar duration

and yield time value yield curve default rates as well as other measurements In order to be classified as

Level substantially all of these assumptions would need to be observable in the marketplace and can be

derived from observable data or supported by observable levels at which transactions are executed in the

marketplace Financial instruments in this category include corporate and other debt CDs and municipal

debt

Level is comprised of financial instruments whose fair value is estimated based on internally developed

models or methodologies utilizing significant inputs that are unobservable from objective sources The

Company did not have any assets or liabilities classified as Level at December 31 2011



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

In determining the appropriate levels the Company performed detailed analysis of the assets and

liabilities that are subject to ASC 820 The following tables present the financial instruments carried at fair

value as of December31 2011 dollars in millions

Assets at fair value as of December 31 2011
______________

Level Level Level Total

Trading assets

U.S government debt and

agency 61 61

Equities 22 22

CDs 10 10

Preferred stock

Corporate and other debt 94 94

Municipal debt 21 21

Total trading assets

atfairvalue 91 125 216

Liabilities at fair value as of December 31 2011
_____________

Level Level Level Total

Trading liabilities

U.S government debt and

agency 84 84

Equities 33 33

CDs
Preferred stock

Corporate and other debt 69 69

Municipal debt

Total trading

liabilities

at fair value 118 70 188

Bank Loans and Lines of Credit

The Company has $1 .250 billion unsecured line of credit agreement with the Parent The Company also

has $500 million unsecured line of credit agreement with BNY Mellon At December 31 2011 there

were no borrowings against these lines of credit

The Company also has $2.8 billion in committed and uncommitted lines of credit with other banks as of

December 31 2011 which are guaranteed by the BNY Mellon There were borrowings of $1.6 billion

against these lines of credit as of December 31 2011



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Receivables from and Payables to Broker-Dealers and Clearing Organizations

At December 31 2011 amounts receivable from and payable to brokers-dealers and clearing organizations

include the following dollars in millions

Receivables

Brokers and dealers 2868

Securities failed to deliver 600

Clearing organizations
244

Total receivables 3712

Payables

Brokers and dealers 1002

Securities failed to receive 646

Total payables 1648

Related Party Transactions

Included in receivables from affiliates on the statement of financial condition at December 31 2011 is

approximately $7.3 million of receivables from affiliates related to clearing and technology related

services Included in payables to affiliates on the statement of fmancial condition at December 31 2011 is

approximately $44.7 million of payables to affiliates related primarily to the payable to BNY Mellon for

taxes payroll technology charges allocated by an affiliate and lease payments due to an affiliate for fixed

assets Also included in receivable from affiliates are $3.2 million net deferred tax assets and $6.2 million

of federal taxes receivable

On June 2011 the Company amended and restated its term note with an affiliate of BNY Mellon The

Company agreed to lend the affiliate $50 million which is included in loans to affiliates on the statement of

financial condition at December 31 2011 and matures on June 2016

The Company provides clearing services to various wholly owned broker-dealers of the Parent and indirect

wholly owned subsidiaries of BNY Mellon Cash balances due from these affiliates were approximately

$182.5 million and cash balances due to these affiliates were approximately $132.3 million at

December 31 2011 which are included in receivable and payables to affiliates respectively on the

statement of financial condition

For the year ended December 31 2011 the Company leased furniture and fixtures and computer and other

communications equipment from an affiliate



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Fixed Assets

Fixed assets are included in other assets on the statement of financial condition and consisted of the

following dollars in millions

Capitalized software 116

Leasehold improvements 20

Computer equipment 10

Computer software 13

Other 14

Total 173

Less accumulated depreciation 104

Total 69

Regulatory Requirements

As registered broker-dealer the Company is subject to the Uniform Net Capital Rule under Rule 5c3-l

of the Securities Exchange Act of 1934 and has elected to use the alternative method of computing

regulatory net capital requirements provided for in that Rule Under the alternative method the required

net capital may not be less than two percent of aggregate debit items arising from customer transactions or

$1.5 million whichever is greater At December 31 2011 the Companys regulatory net capital of

approximately $1.2 billion was 11.82% of aggregate debit items and in excess of the minimum requirement

by approximately $1 billion

Advances to affiliates repayment of borrowings dividend payments and other equity withdrawals are

subject to certain notification and other provisions of the Rule 15c3-1 and other regulatory bodies

Pursuant to Rule 5c3-3 of the SEC the Company may be required to deposit in Special Reserve Bank

Account cash or acceptable equivalents for the exclusive benefit of customers At December 31 2011 the

Company had approximately $4178 million of cash on deposit in such accounts

As clearing broker the Company has agreed to compute reserve requirement for the proprietary

accounts of introducing broker-dealers the PAIB Reserve Formula The PAIB calculation is completed in

order for each correspondent firm that uses the Company as its clearing broker-dealer to classify its assets

on deposit at the Company as allowable assets in the correspondents net capital calculation As of

December 31 2011 PAJB reserve was not required however the Company had approximately $276

million of cash deposits in such accounts

Commitments and Contingences

As of December 31 2011 the Company had commitments with the eight customers to lend maximum

total of $1.4 billion for term no longer than 364 days These eight commitments consisted of outstanding



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

loans of $653 million which are reported in receivables from customers on the statement of fmancial

condition and unfunded commitments totaling $712 million

The Company has non-cancelable leases for office space and equipment that expire on various dates

through 2021 At December 31 2011 minimum future rentals on non-cancelable operating leases are as

follows dollars in millions 2012 $22 2013 $22 2014 $21 2015 $22 2016 $22 and $93 for the years

thereafter

10 Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of

assets and liabilities for financial reporting purposes and the amounts used for income tax purposes For

financial reporting purposes net deferred tax assets at December 31 2011 of approximately $3.2 million

are included in receivables from affiliates and $0.4 million are included in other assets on the statement of

financial condition Deferred tax liabilities relate principally to depreciation Deferred tax assets relate

principally to reserves The Company has not recorded valuation allowance because management

believes it is more likely than not that the deferred tax assets will be realized

Federal taxes receivable of $6.2 million is included in receivables from affiliates and state taxes receivable

of $1.5 million is included in other assets on the statement of financial condition

BNY Mellons federal consolidated income tax returns are closed to examination through 2002 The

Company is under examination in New York State for the years 2007 through 2009 The Company is open

to examination in New York City for the years 2009 and forward The Company is also open to

examination in New Jersey for the years 2004 and later

The Company does not expect any change in the total amount of unrecognized tax benefits over the next

12 months to have material impact on the Companys financial statements

11 Pledged Assets and Guarantees

The Company pledges its financial instruments owned to collateralize repurchase agreements and other

securities financings At December 31 2011 the Company pledged $66 million of securities that can be

sold or repledged by the secured party

Under the Companys collateralized financing arrangements and other business activities the Company

either receives or provides collateral In many cases the Company is permitted to sell or repledge these

securities held as collateral At December 31 2011 the fair value of securities received as collateral where

the Company is permitted to sell or repledge the securities was $11760 million and the fair value of the

portion that had sold or repledged was $5905 million The details of these sources and uses are noted in

the below tables

10



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

Source of available collateral received

dollars in millions

Financial Instruments owned at fair value 216

Securities borrowed 3326

Securities purchased under agreements to resell 537

Margin securities available to repledge 7897

Total source of collateral 11760

Use of available collateral repledged lent or sold

dollars in millions

Securities sold but not yet purchased at fair value 188

Securities lending 1182

Repurchase agreements 2745

Pledged to clearing corporations
682

Short sale covering 1296

Total use of collateral 5905

The Company additionally receives securities as collateral in connection with certain security for security

transactions In instances where the Company is pennitted to sell or repledge these securities the

Company reports the fair value of the collateral received and the obligation to return the collateral in the

statement of financial condition At December 31 2011 the Company reported $313.8 million associated

with security for security transactions as Securities borrowed and Securities loaned on the statement of

fmancial condition These amounts are excluded in the above tables

The Company also conducts fully paid lending program where customers agree to make available their

fully-paid securities to be loaned to third parties in exchange for fee At December the fair value of

securities borrowed under this program was $37.9 million At December 31 2011 the Company reported

$37.9 million of securities received as collateral and the obligation to return securities as Securities

borrowed and Securities loaned on the statement of financial condition These amounts are excluded in

the above tables

Obligations under Guarantees

The Company has adopted the disclosure and recognition requirements for guarantees in accordance with

ASC 460 Guarantees whereby the Company will recognize liability at the inception of guarantee for

obligations it has undertaken in issuing the guarantee including its ongoing obligation to stand ready to

perform over the term of the guarantee in the event that certain events or conditions occur

11



PERSHING LLC

An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

The Company provides guarantees to securities clearinghouses and exchanges Under the standard

membership agreement members are required to guarantee the performance of other members Under the

agreements if another member becomes unable to satisfy its obligations to the clearinghouse other

members would be required to meet shortfalls The Companys liability under these arrangements is not

quantifiable or limited and could exceed the cash and securities it has posted as collateral However

management believes the potential for the Company to be required to make payments under these

arrangements is remote Accordingly no contingent liability is carried on the statement of financial

condition for these arrangements

In connection with its securities clearing business the Company performs securities execution clearance

and settlement services on behalf of other broker-dealer clients Management believes the potential for the

Company to be required to make unreimbursed payments relating to such services is remote due to the

contractual capital requirements associated with clients activity and the regular review of clients capital

Accordingly no contingent liability is carried on the statement of financial condition for these transactions

12 Financial Instruments and Related Risks

Customer Activities

Certain market and credit risks are inherent in the Companys business primarily in facilitating

customers trading and financing transactions in financial instruments In the normal course of

business the Companys customer activities include execution settlement and financing of various

customer securities which may expose the Company to off-balance sheet risk in the event the

customer is unable to fulfill its contractual obligations

The Companys customer securities activities are transacted on either cash or margin basis In

margin transactions the Company extends credit to customers which is collateralized by cash and/or

securities in the customers account In connection with these activities the Company executes and

clears customer transactions involving securities sold but not yet purchased and option contracts The

Company seeks to control risks associated with its customer activities by requiring customers to

maintain margin collateral in compliance with various regulatory exchange and internal guidelines

The Company monitors required margin levels daily pursuant to such guidelines the Company

requires the customer to deposit additional collateral or to reduce positions when necessary Such

transactions may expose the Company to significant risk of loss in the event the margin is not

sufficient to fully cover losses which customers may incur In the event the customer fails to satisfy

its obligations the Company may be required to purchase or sell the collateral at prevailing market

prices in order to fulfill the customers obligations

The Companys customer financing and securities settlement activities may require the Company to

pledge customer securities as collateral in support of various secured financing sources such as

securities loaned Additionally the Company pledges customer securities as collateral to satisfy

margin deposits of the Options Clearing Corporation In the event the counterparty is unable to meet

its contractual obligation to return customer securities pledged as collateral the Company may be

exposed to the risk of acquiring the securities at prevailing market prices in order to satisfy its

12
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An Indirect Wholly Owned Subsidiary of

The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

obligation The Company controls this risk by monitoring the market value of securities pledged on

daily basis and by requiring adjustments of collateral levels in the event of excess market exposures

Credit Risk

As securities broker and dealer the Company is engaged in various securities trading and

brokerage activities servicing diverse group of domestic and foreign corporations governments

and institutional and individual investors substantial portion of the Companys transactions is

executed with and on behalf of institutional investors including other broker-dealers banks

U.S government agencies mutual funds hedge funds and other financial institutions

Credit risk is the potential for loss resulting from the default by counterparty of its obligations

Exposure to credit risk is generated by securities and currency settlements contracting derivative and

forward transactions with customers and dealers and the holding in inventory of bonds and/or loans

The Company uses various means to manage its credit risk The creditworthiness of all

counterparties is analyzed at the outset of credit relationship with the Company These

counterparties are subsequently reviewed on periodic basis The Company sets maximum

exposure limit for each counterparty as well as for groups or classes of counterparties and monitors

exposure against these limits daily Furthermore the Company enters into master netting agreements

when feasible and demands collateral from certain counterparties or for certain types of credit

transactions

Market Risk

Market risk is the potential loss the Company may incur as result of changes in the market or fair

value of particular fmancial instrument All financial instruments are subject to market risk The

Companys exposure to market risk is determined by number of factors including size duration

composition and diversification of positions held the absolute and relative level of interest rates and

foreign currency exchange rates as well as market volatility and liquidity The Company manages

market risk by setting and monitoring adherence to risk limits

Financial instruments sold not yet purchased represent obligations of the Company to deliver the

specified security at the contracted price and thereby create liability to purchase the security in the

market at prevailing prices Accordingly these transactions result in off-balance sheet risk as the

Companys ultimate obligation to satisfy the sale of financial instruments sold not yet purchased

may exceed the amount reflected in the statement of financial condition

Operational Risk

In providing comprehensive array of products and services the Company may be exposed to

operational risk Operational risk may result from but is not limited to errors related to transaction

processing breaches of internal control systems and compliance requirements fraud by employees

or persons outside the Company or business interruption due to system failures or other events

Operational risk may also include breaches of our technology and information systems resulting

from unauthorized access to confidential information or from internal or external threats such as

13
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The Bank of New York Mellon Corporation

Notes to Statement of Financial Condition

December 31 2011

cyber attacks Operational risk also includes potential legal or regulatory actions that could arise as

result of noncompliance with applicable laws and/or regulatory requirements In the case of an

operational event we could suffer financial loss as well as damage to our reputation

To address these risks we maintain comprehensive policies and procedures and an internal control

framework designed to provide sound operational environment These controls have been designed

to manage operational risk at appropriate levels given our financial strength the business

environment and markets in which we operate the nature of our businesses and considering factors

such as competition and regulation Our internal auditors and internal control group monitor and test

the overall effectiveness of the internal control and financial reporting systems on an ongoing basis

Financial Instruments with Off-Balance-Sheet Risk

The Company enters into various transactions involving derivatives and other off-balance sheet

financial instruments These financial instruments include forward foreign exchange contracts that

are used to meet the needs of customers Generally forward foreign exchange contracts represent

future commitments to purchase or sell foreign currency at specific terms at specified future dates

The Company mitigates the risk of these transactions by entering into offsetting transactions with an

affiliate

13 Legal Proceedings

The Company is involved in various legal proceedings arising in connection with the conduct of the

Companys business In December 2011 Pershing settled the majority of the German options-related

cases As to all matters including the German options-related matters the Company believes that based on

currently available information and the advice of counsel the results of all such proceedings in the

aggregate will not have material adverse effect on the Companys fmancial statements The Company

intends to defend itself vigorously against all claims asserted against it

14 Employee Benefit Plans

BNY Mellon sponsors 401k plan the Plan for its active employees The Plan offers the Companys

employees the opportunity to plan save and invest for their future financial needs The Company makes

periodic contributions to the Plan based on the discretion of management

14
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KPMG LLP

345 Park Avenue

New York NY 10154

Report of Independent Registered Public Accounting Firm on

Internal Control Pursuant to Securities and Exchange Commission Rule 17a-5

The Board of Manager

and Member Pershing LLC

In planning and performing our audit of the financial statements of Pershing LLC the Company as of and

for the year ended December 31 2011 in accordance with auditing standards generally accepted in the

United States of America we considered the Companys internal control over financial reporting internal

control as basis for designing our auditing procedures for the purpose of expressing our opinion on the

financial statements but not for the purpose of expressing an opinion on the effectiveness of the

Companys internal control Accordingly we do not express an opinion on the effectiveness of the

Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of compliance with such practices and

procedures that we considered relevant to the objectives stated in Rule 7a-5g in the following

Making the periodic computations of or aggregate debits and net capital under Rule 17a-3a11 and

the reserve required by Rule 15c3-3e

Making the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System and

Obtaining and maintaining physical possession or control of all fully paid and excess margin securities

of customers as required by Rule 15c3-3

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs previously mentioned objectives Two of

the objectives of internal control and the practices and procedures are to provide management with

reasonable but not absolute assurance that assets for which the Company has responsibility are safeguarded

against loss from unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with generally accepted accounting principles Rule 7a-5g lists additional objectives of the

practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to above error

or fraud may occur and not be detected Also projection of any evaluation of them to future periods is
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subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis significant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet important

enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined previously

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not

accomplish such objectives in all material respects indicate material inadequacy for such purposes Based

on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2011 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors management the SEC
Financial Industry Regulatory Authority Inc FINRA and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers and is not intended to be and should not be used by anyone other than these specified parties

WI

February 28 2012


